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Financial Briefs N—

Avoid These Investor Mistakes

void these common mistakes
when making investment port-

folio decisions:
* Chasing performance. Investors

often pull out of sectors that are
not performing well, moving that
money to high performing in-
vestments. But the market is
cyclical, and often those high per-
formers are poised to underper-
form, while the sectors just sold
are ready to outperform. A clas-
sic example is technology stocks
in early 2000. Many investors
rushed to purchase technology
stocks just as they reached their
peak and were headed for a long
slide down. Rather than trying
to guess which sector is going to
outperform, broadly diversify
your portfolio across a range of
investment sectors.

Looking for get-rich-quick in-
vestments. When your expecta-
tions are too high, you have a
tendency to chase after high-risk
investments. Your goal should
be to earn reasonable returns
over the long term, investing in
high-quality investments.
Avoiding the sale of an invest-
ment with a loss. When selling a
stock with a loss, an investor has
to admit that he/she made a mis-
take, which is psychologically
difficult to do. When evaluating

your investments, objectively re-
view the prospects of each one,
making decisions to hold or sell
on that basis rather than on
whether the investment has a
gain or loss.

* Selecting investments that don’t
add diversification benefits to
your portfolio. Diversification
helps reduce your portfolio’s
volatility, since various invest-
ments respond differently to eco-
nomic events and market factors.
Yet it's common for investors to
keep adding investments that are

similar in nature. This does not
add much in the way of diversifi-
cation, while making the portfo-
lio more difficult to monitor.

e Not checking your portfolio’s
performance periodically. While
everyone likes to think their port-
folio is beating the market, many
investors simply don’t know for
sure. So analyze your portfolio’s
performance periodically. Com-
pare your actual return to your
targeted return. If you aren’t
achieving your targeted return,

Continued on page 2

7 Psychological Traps

Sometimes, when it comes to in-
vesting, volatile markets aren’t
your worst enemy. You are. Unfortu-
nately, our brains often play tricks
on us, causing even the savviest of
investors to make decisions that
don’t really make a lot of sense,
such as panic selling or ignoring op-
portunities.

The problem of psychological
investing traps is so pervasive, in
fact, that there’s a whole field dedi-
cated to studying it called behav-
ioral finance. Researchers in this
discipline look at the way psycholo-
gy affects how we make financial
decisions. Knowing about these
traps can help you avoid them and

make you a better investor. Here are
seven psychological traps to keep in
mind.

Sunk Costs Bias — The sunk
costs bias has to do with the all-too-
common tendency to stick with
something, whether a bad boyfriend
or a bad investment, long after it’s
clear that it's not worth it anymore.
Still, because you've invested a cer-
tain amount of time or money,
you're reluctant to give it up. In in-
vesting, you might end up hanging
on to a stock long after you should
sell it in the vain hope that you'll
eventually come out ahead. But in
these cases, it’s better to cut your

Continued on page 3
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Investor Mistakes

Continued from page 1

4 Reasons for Goal-Focused Investing

you risk not achieving your fi-
nancial goals. Now honestly as-
sess how well your portfolio is
performing. Are major changes
needed to get it back in shape?
Letting market predictions cause
inaction. No one has shown a
consistent ability to predict
where the market is headed in
the future. So don’t pay attention
to gloomy or optimistic predic-
tions. Instead, approach invest-
ing with a formal plan so you can
make informed decisions with
confidence.

Expecting the market to contin-
ue in its current direction. In-
vestors tend to make investment
decisions based on current trends
in the market. Thus, if the stock
market has been performing well
for a period of time, investors
tend to move more and more
funds into that area. However,
when the markets have an ex-
tended period of above or below
average returns, they have a ten-
dency to revert back to the aver-
age return. For instance,
following an extended period of
above-average returns in the
1990s, the stock market experi-
enced a significant downturn,
helping to bring the averages
back in line.

Not understanding that saving
and investing are two different
concepts. Saving involves not
spending current income, while
investing requires you to take
those savings and do something
with them to earn a return. Sav-
ing often becomes easier when
separated from the choice of
where to invest. Find ways to
make saving as automatic as pos-
sible, then take your time to re-
search and select specific
investments.

Considering only pretax returns.
One of the most significant ex-
penses that can erode your port-
folio’s value is income taxes.
Thus, don’t just consider your

he fact is, investing isn’t just
about making your money
work for you. It's about making
your money work for you for a
particular purpose. In other
words, you need a goal. Here are
four specific reasons why a goal-
focused approach to investing is
important.
Because It Puts You In Control
When you first start investing,
it's easy to get overwhelmed. You
may feel like you have little con-
trol over what happens to your
money. No matter how careful you
are, you could lose what you in-
vest. When you think of it that
way, it's easy to question whether
investing makes sense at all. But if
you take a goal-focused approach
to investing, you're not just watch-
ing the value of your portfolio rise
and fall based on the whims of the
market. You (along with your ad-
visor) are making specific deci-
sions designed to help you reach
specific goals. If something’s not
working, you change the plan.
Because It Will Be Easier to Save
Saving money just to save
money is no fun for most people.
After all, why invest a portion of
your paycheck for the future when
you could have something you re-
ally want today? Having concrete
goals can turn saving from an ab-
stract concept to a concrete step to
achieve a certain aim — like being
able to retire one day, take a trip
around the world, or send your
grandchildren to college. And
studies have shown that the better
you are at setting goals, the more
you're likely to save. You might
even do better by focusing on the
intermediate steps on the way to
your larger goal, like having a cer-
tain amount of money in your re-

tirement accounts by age 45.
Because You’ll Be Less Focused on
How Others Are Doing

A little competition is healthy,
but when it comes to investing, it
can get risky. If your father-in-law is
bragging about the great return he
got on his investments, it can be
tempting to drop your plan and
copy his moves. It's especially
tempting if your only goal with in-
vesting is to make more money. But
if you're investing toward a goal
with a clear plan, you'll be able to
congratulate your relative on his
success while staying focused on
your needs. After all, if you were
flying from New York to London,
you probably wouldn’t suddenly
take a side trip to visit Buenos Aires.
That’s exactly what you're doing if
you get distracted by other people’s
investing moves.
Because It Will Help You Weather
the Ups and Downs of the Market

The market goes up and the
market goes down. Sometimes, it
goes way, way up or way, way
down. Just like a roller coaster, these
peaks and dips can make your
stomach do flip flops, especially
when your life savings is on the
line. But having a goal-focused ap-
proach can help you cope with
those ups and downs. If you know
that you won’t need your money for
another 30 years, you can handle
some volatility today. But if you're
going to need your money in the
next couple of years, you can select
less volatile investments, so the day-
to-day movements of the market
won't stress you out. Knowing your
specific goals will help you choose
the right investments.

If you need help setting your
own investing goals, please call.
mi

pretax returns, but look at after-
tax returns. If too much of your
portfolio is going to pay taxes,
implement strategies that can
help reduce those taxes.

* Not realizing that help is only a

phone call away. The investment
world has become very complex,
with a vast assortment of invest-
ment vehicles now available. If
you need help with your invest-
ment decisions, please call.
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7 Psychological Traps

Continued from page 1

losses rather than to hang on to a
loser.

Familiarity Bias — Most of us
are biased toward what is familiar to
us. We head to restaurants we’ve
been to before and follow the same
roads to work because we know
what to expect. With investing, fa-
miliarity bias involves favoring in-
vestments that are familiar to you.
You might prefer to invest in the
company you work for or big-name
businesses that are in the news. That
could cause you to overlook impor-
tant opportunities you don’t know
as much about.

Anchoring — Anchoring is the
process of getting attached to a par-
ticular reference point — such as the
price you paid for a stock — and
using that to guide future decisions.
Or you might fixate on a stock’s pre-
vious high, even though that price
was an anomaly. Anchoring is why
buyers think they got a great deal
when buying a car for $50,000 when
the initial price was $60,000, even
though the car’s really worth
$40,000.

Whether buying stocks or cars,
anchoring involves using a single
piece of information to determine
what a stock or other investment
should be worth while also dis-
counting more relevant information,
such as a company’s fundamentals
or broader economic trends. Unfor-
tunately, avoiding anchoring is diffi-
cult, but considering all available
information before choosing an in-
vestment can help.

Focusing Too Much on the Re-
cent Past — Recency bias is the ten-
dency to make decisions or
judgments based on relatively new
or recent information. For example,
during times when the market is up,
people may ignore or discount the
possibility of a market decline. Or, if
a certain category of stocks has done
poorly recently, people may con-
clude that those stocks always have
negative returns, even if the dip is
an anomaly. You can avoid this mis-
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Your Risk Tolerance and Retirement

o gain a better understanding of
how we’re affected by risk
when building a retirement portfo-
lio, it’s important to learn about risk
tolerance and what it means for you
as an investor.
What Is Risk Tolerance?

Risk tolerance essentially refers
to an investor’s ability — both emo-
tionally and financially — to deal
with major upswings and down-
swings in the market. If a person is
said to have high risk tolerance, he
or she likely tends not to worry so
much about the potential risk of
certain stocks or having a large
amount of stocks in a portfolio.
Those with low risk tolerance are
on the other end of spectrum, often
too cautious to deal with volatile
stocks or the market in general.
Risk Tolerance and Age

While plenty of factors must be
taken into consideration when con-
sidering your own risk tolerance,
age is one that can be seen as an im-
portant anchor to help risk-takers
avoid getting in over their heads.
This is especially true of those who
are working toward building an ef-

fective retirement plan. When peo-
ple are young, it makes more sense
to take risks with investments than
when they reach retirement age.

What's important to recognize
is that risk tolerance must shift with
age to avoid making costly mis-
takes at a time when it may be po-
tentially too late to recover.
Adjusting Risk Tolerance

It may seem as if adjusting risk
tolerance is challenging, but often
it simply means taking a realistic
approach to your investments. If
you're nearing 60, for example, it’s
generally considered unwise for
your portfolio to be comprised of
70% stocks — the number should
be closer to 40%. Many successful
investors find moving away from
stocks to bonds is an effective later-
in-life strategy.
The Importance of Working with
a Financial Planner

The best way to get a better
sense of what is a realistic risk tol-
erance for you at this point in life is
to work closely with your financial
planner. Please call if you'd like to
discuss this in more detail.  Hl

take by doing your best to consider
the entire universe of information at
your fingertips, not just what hap-
pened yesterday:.

Following the Herd — While
following trends might be fine for
fashionistas, it's not always a smart
investing move. Yet herd investing
is an all-too-easy trap to fall into. If
everyone is telling you that now’s
the time to get into a certain hot in-
vestment, you may feel you need to
act fast so you don’t miss out. But
just because something is popular
doesn’t make it a good investment.
Blindly following the herd without
first consulting your own financial
goals and plan doesn’t make you a
smart investor.

Overconfidence — Most of us
like to think we're smarter than the
average person. If you hit it big with
a certain investment, you may over-

attribute that success to your skill
rather than what it really is — luck.
That can cause you to repeat the
same behavior.

Panic — Investing isn’t for the
faint of heart. When the market
takes a sudden dip, it’s easy to
panic, which can lead you to make
bad decisions, such as selling at a
big loss, rather than riding out the
natural hills and valleys of invest-
ing. Making these emotionally-
driven choices costs you a lot of
money. When making investing de-
cisions, make sure they’re based on
evidence, not your initial gut reac-
tion to the day’s events.

Avoiding psychological invest-
ing traps on your own can be diffi-
cult. Please call if you’'d like to
discuss this in more detail. Wl



News and Announcements

From the Thurman Household

My son, Levi, won another Jiu Jitsu tournament.
This time his matches lasted under 2 minutes before his
opponents “submitted.” I'm proud of how hard he
works. We are considering his next steps in his college
journey. It's odd to me that some universities won't ac-
cept credits from other higher ed colleges for the exact

same class. I'll leave it at that.

I'm going to be taking my, every 7 years, 6-month
research sabbatical starting April 1st. The plan is to re-
search portfolio diversification and retirement distribu-
tion and write another book on it. Then draft out at least
four other books. It’s been said, “Man plans, God

laughs”. We will see.

My wife Pati is training for an Ultra marathon. An
Ultra is anything beyond the “normal” 26.2-mile
marathon. Her run is 31 miles. She’s been training very
hard, as you might imagine, with training runs, so far

up to 22 miles.

2019 was an incredible year for our business due in
large part because of referrals from our clients and oth-
ers. Thanks!

Make it a great month!

Randy Tharman, CF7P°, CPH4/P7S

From the Flinton Household

“The only thing worse than being blind is having
sight but no vision.”
~ Helen Keller

Last month I went to a school Sock Hop with my
daughters, Samantha and Emerson. The girls donning
poodle skirts, and me in my best Greaser gear, we
danced the night away, took some fun photos, and en-
joyed an overall great evening. They were so eager to
get dressed up and go out for the evening with me, that
I was mindful of how brief this time will be. Emerson
will soon be eight years old, and Samantha will be ten
before the end of the year. I know I'm going to blink
and they will be 18 and 20, and likely not have the same
affection for dressing up and being silly. I have made a
concerted effort to play school, draw on the driveway

with chalk, and accept every invitation to tea parties

when offered. The girls will frequently ask me why I'm
staring at them and grinning. It’s because I may not
have a phone in front of me to take a picture, but I'm
burning that singular moment in my memory and com-
pletely indulging in the joy I'm feeling. Last week both
girls fell asleep in the living room, and I was able to lift
them up and carry them to their beds like I had when
they were babies. I am thankful for those fond memo-
ries of the past, and also grateful for the young ladies

that are surely becoming.

Wishing you a wonderful month,
From the Rudy Household

Like most parents, we have been collecting memories
of our children since the day they were born. This includ-
ed things such as hospital bracelets, snippets from the first
haircut, school certificates, drawings, and many more.
While both Amy and I are very organized people, keeping
these memories organized has been quite a challenge. I
have a few brown-page scrapbooks that my mom created
to organize memories of my own childhood. With new
tech options, brown scrapbooks with pictures attached

with glue were not going to work for me.

So, with no clear plan in place in 2002 when our first
daughter was born, and two more daughters born soon
after, the memories began to literally pile up. A few
years back, we established an initial attempt by creating
a digital scrapbook folder for each of the girls. The piles
slowed down as we began to scan important school-
work to each of these folders. This was not too chal-
lenging since the girls were a bit older and most of the
school related memories are already digital and/or easi-

ly scanable.

This year, we have committed to digitizing the piles
of memories from long ago. The items from the girls’
early years are a bit more challenging with so many odd
shaped art pieces, trophies, and 3D diorama projects.
We will likely just take a picture of those items. I am
looking forward to soon being able to hand the girls a

thumb drive with all their childhood memories.

Cliad Rudy, CF7P°





